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MADAGASCAR KEY ECONOMICS INDICATORS 


All values in US$ Million 
and represent period averages 
unless otherwise indicated 


INCOME, PRODUCTION, EMPLOYMENT 


1978 


1979 


Avg Exchange Rate: 


1978: 


$1.00 +°225.64 FMG 


1979: $1.00 = 212.72 FMG 
1980: $1.00 = 210 FMG 


% Change 
1978-79* 


Estimate 
1980 


GDP at Current Prices +23.0 3,000.0 


GDP at Constant (1976) Prices 
Per Capita GDP at Current Prices (in US$) 
Plant & Equipment Investment 
Indices: Indus. Production (1970 = 100) 
Avg Labor Productivity (1974 = 100) 
Avg Industrial Wage (1974 = 100) 
Labor Force (Number) 
Avg Unemployment (Number registered) 
Prod.:.Rice (1000 Metric tons) (Paddy) 
Coffee (Metric tons) 
Cotton (Metric tons) 
Cloves (Metric tons) 
Sisal (Metric: tons) 
-WVanilla (Metric tons) 
Sugar (Metric tons) 
Graphite (Metric tons) 
Chromite (Metric tons) 
Cement (Metric tons) 
Textiles (1000 meters) 
Paper, finished (Metric tons) 
Refined petroleum products (cu. meters) 
* Electricity. Production (1000 Kwh) 
MONEY AND PRICES 
Money Supply (M2) 
Interest rates: Com"l Bank Med. Term (6-24 mo) 
Cost of Living Indices: 
; Traditional (July 1972 - 100) 
Modern July (1972 = 100) 
BALANCE OF PAYMENTS AND TRADE 
Foreign Exchange Reserves 
External: Public Debt 
Annual Debt Service 
Basic Balance of Payments as defined by 
Madagascar Government 


Basic Balance of Payments as defined by 
Madagascar Government 
Exports, f.0.b. 


U.S. Share (values based on U.S. statistics) 


Imports, c.i.f. 


U.S. Share (values based on U.S. statistics) 
Main Exports to U.S. (1979)-(Value in million US$): 


2,092.7 
1,848.0 


233.8 
82.0 
115.0** 
325,2"* 
124.0 


4,188,000 


40,080 
1,880 
69,445 
34,000 
12,905 
15,920** 
250** 
115,624 
16,624 
137,552 
66,044 
78,184 
8,927 
414,587 
282,309 


596.5(Dec) 
10% 


174.7)Dec) 
175.8(Dec) 


68.7(Dec) 
258.6 (Dec) 
24.2 


-3.6 


-3.6 
386.5 
106.4 
441.6 

9.2 


2,735.6 
2,162.0 


297.3 
163.1 
120.6 
118.1 
124.0 


4,292,000 


44,185 
2,130 
66,000 
30,500 
18,200 
18,000 
800 
109,291 
14,242 
128,347 
63,052 
85,339 
9,120 
389,677 
312,174 


787.4(Dec) 
10% 


199.8(Dec) 
201.5(Dec) 


eek 


468 .4(Dec) 
24.9 


kee 
394.9 


eae 


394.9 
69.1 
651.1 
61.0 


spices, 16.4 sugar, 2.2; crude minerals, 2.2; essential oils, 1.9. 


Main Imports from U.S. (1979-)-(Value in million US$): 


+10.3 
+19.9 
+87.6 
+4.9 
+2.5 
+2.5 
+10.2 
+13.3 
+5.0 
-10.3 
+41.0 
+13.1 
+220.0 
-5.5 
-14.3 
-6.7 
-4.5 
+9.2 
+2.2 
-6.0 
+10.6 


+24.4 


+14.4 
+14.6 


+70.8 
-2.6 


-3.7 


-3.7 
-35.1 
+39.0 

+563.0 


coffee, 45.8; vanilla, cloves & other 


aircraft & parts, 52.3; animal & 


fats, 3.0; rice, 0.7; cereals, 0.6; old clothing, 0.3; vegetable oils, 0.3; telecomm. 


egquip., 0.3; woodpulp, 0.3; measuring, controlling instr., 0.2; construc. & mining mach. 


0.2; lifting, etc., mach., 0.2 


*Percent changes are based on Malagasy francs (FMG) values and not on dollar equivalents, 

except for U.S. share values of exports and imports. 

**Revised by appropriate ministries. 
***Negative ’ 


****Estimates-—-The Direction of Trade Yearbook, 1980, published by the IMF in July, 1980 


states the value of Madagascar's wor 


exports in 1978 and 1979 to be $352.42 and 


$360.41 million respectively, and imports to be valued respectively at $343.63 


and $663.49 million. 


2,387.1 


316.3 
190.4 
126.0 
123.5 
150.0 


4,305,000 


45,000 
2,300 
70,000 
25,000 
7,000 
19,000 
800 
118,000 
15,000 
140,000 
65,000 
86,000 
9,500 
380,000 
330,000 


833.3(Dec) 
10% 


218.0(Dec) 
219.0(Dec) 


? 
656.5(Dec) 
36.2 


? 
404.7 


? 
404.7 


619.1 





SUMMARY 


The year 1979 was a mixed one for Madagascar. The economy showed 
signs of progress in some areas; it stagnated in others, and un- 
fortunately, it suffered some real setbacks. Investment, espe- 
cially public investment, was greatly on the rise in 1979. On 

the positive side, the increase in investment plus a better agri- 
cultural output in some sectors resulted in significant increases 
in GDP. Under the investment policy, however, imports of equip- 
ment and material were a contributing factor to a large negative 
balance of payments. Also contributing to the balance-of-payments 
problem were the higher petroleum prices of 1979 and large imports 
of rice, the Malagasy staple. Imports of rice and petroleum ac- 
counted for some 33 percent by value of Malagasy imports. 


While investment, and, consequently, GDP figures were up, the in- 
vestments for the most part have yet to be fully realized. Thus 
production figures, apart from those in some agricultural sectors, 
have stayed relatively stagnant. The Malagasy economy is, there- 
fore, still in a "formation" stage. Meanwhile problem sectors 
frustrate the development effort. Rice production is moving up 
slowly. Other agricultural sectors critical for export earnings 
are stagnating or in decline. Excessive imports and poor perfor- 
mance in the export sector have combined to put Madagascar in a 
real foreign exchange crunch for the moment, with balances at 
zero or "negative" for much of the last 9 months. Only now (mid- 
1980) are hard policy choices concerning foreign exchange policy 
changes being faced. 


Madagascar's investment policy could open the door for U.S. par- 
ticipation in activities demanding specialized technology and 

‘ expertise -- for example the energy sector -- providing the U.S. 
firm is willing to accept minority status in partnership with the 
Government and other restrictive measures. Notwithstanding for- 
eign exchange difficulties, priority allocations will still be 
made for imports for agriculture and other critical sectors. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Background 


Madagascar is the fourth largest island in the world and is pre- 
dominantly an agricultural country. Its 230,000 square miles 
contain about 9,200,000 inhabitants. Madagascar's potential for 
development consists primarily in its abundant arable land and 
its varied geographic features and climatic conditions, ranging 
from tropical in the east coast, to subtropical and temperate in 
the central highlands, which provide excellent potential for ex- 
tensive and diversified agriculture. 


The present Government, led by President Didier Ratsiraka, came to 
power in 1975. Since that time, a measure of political calm has 
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returned to the island after the political instability due to 
several changes of Government between 1972 and 1975. The instal- 
lation of the various Government institutions called for by the 
Constitution of 1975 was completed in 1978 and the different lev- 
els of the administration are gradually accustoming themselves to 
their respective responsibilities. This establishment of a defin- 
itive Government framework has restored institutional stability 
after the period of ad hoc Government that lasted from 1972 to 
1975. However, there is some popular discontent in urban areas 
due to the Government's erratic performance in the administration 
of the day-to-day economy, which has produced periodic shortages 
of foodstuffs and other commodities. Students and urban unem- 
ployed remain potentially volatile elements. On the whole, 
nevertheless, the political atmosphere has remained calm. 


Several steps to increase the Government's control of the national 
economy have been taken in recent years: 


a. Nationalization of key industries and agriculture began 
in 1975, but decelerated in 1978 and 1979. Since 1975, the Gov- 
ernment has taken over completely companies involved in insurance, 
banking, import-export, and oil refining and distribution. It 
has left others to run themselves, but has majority ownership in 
them. Just as the percentage of nationalization has varied so 
have the tactics. In some cases, the private investors, mostly 
foreign, were given no choice in the matter and some received 
little or no compensation. In other cases, the Government and 
private investors negotiated compensation settlement. As of 
January 1, 1980, the Government controls more than 75 percent of 
the national economy, as opposed to 13 percent when it came to 
power in June 1975. 


b. The number of socialist enterprises increased readily 
during 1979. The Charter of Socialist Enterprises was announced 
in early 1977 and implemented on May 1, 1978. Under the frame- 
work of the Charter, each socialist enterprise, i.e., each na- 
tionalized or otherwise government-controlled company, will have 
a director-general chosen by the Prime Minister and will be re- 
quired to have employee representatives on its Management Commit- 
tee. In each socialist enterprise, the Government, or the state- 
owned companies, or both will hold a majority of the equity, with 
the exact percentage negotiated at the time of investment. Later 
this percentage can be again negotiated to allow more equity to 
the Government. As of May 1, 1980, 19 companies are socialist 
enterprises, and more will follow. 


One of the natural obstacles to economic development in Madagas- 
car is the rugged terrain, which makes transportation difficult 
and expensive. Several potentially productive areas of the is- 
land are isolated from their natural markets. But the Government 
is making a serious effort to solve these difficulties by con- 
structing roads, purchasing trucks and barges, dredging coastal 
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harbors, and by other measures. In spite of these efforts, impor- 
tant quantities of agricultural commodities still remain "locked" 
in isolated areas. 


The overall rice shortage, particularly the periodic lack of rice 
in certain localities, has been a serious problem in recent years. 
Adverse weather conditions (mainly drought) have been a big part 
of the problem, coupled with ineffective distribution and market- 
ing arrangements by the responsible Government authorities. The 
Government has recognized this, and the system was changed by in- 
creasing the number of state companies involved and assigning 
their responsibilities by geographic areas. These marketing agen- 
cies purchase rice and other crops from the local governments 
(fokonolona), which alone have the authority to purchase agricul- 
tural commodities direct from the farmers. The Government hopes 
to put an end to chronic rice shortages by increasing yield 
through the greater use of fertilizer, and expanding land surface 
used for rice cultivation. The partly American-owned fertilizer 
plant under construction in the east coast port of Tamatave is to 
supply the fertilizer, and local government entities and the mili- 
tary forces are to put new lands into cultivation, a target of 
100,000 hectares (247,100 acres), with the assistance of North 
Koreans, at the rate of 25,000 (61,775,acres) hectares per year. 
This has already been started in 1979 and will probably continue 
through 1982. 


Development Strategy 


According to the Government's new long-term development strategy, 
"Horizon 2000," which began in 1978, agriculture is considered 
the basis for future economic development, and industry the 
"engine of growth." A succession of short-term plans spells out 
intermediate objectives. 


A main objective of the first (1978-80) of these plans is to 
establish the basic conditions for the expansion of both indus- 
trial and agricultural production. The Government has taken 
several administrative measures to implement the first plan. 
Namely, it has: 


a. assigned increased administrative authority and economic 
responsibility to the local village councils (fokonolona) ; 


b. given the councils the major role in the preparation and 
execution of development projects in their areas; 


c. created a number of regional development authorities for 
the implementation of internationally financed rural development 
projects; 


d. increased the land area under cultivation, especially 
rice acreage. (The Government has nationalized the large planta- 
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tions formerly owned by foreigners, but it has not collectivized 
farms owned by individual Malagasy farmers.) 


In concert with this new development strategy and to fulfill the 
economic goals of the “Horizon 2000" plan, the Government has 
adopted a policy of "all out investment" (investissement a out- 
rance). Launched in 1978, the most visible results of this new 
policy have been a sizable increase in capital investment, an 
increased willingness to borrow from other governments, interna- 
tional organizations, and private banks, and renewed efforts to 
encourage private and foreign investment. Foreign and interna- 
tional lenders have demonstrated their approval of this policy by 
significantly expanding their lines of credit. 


Madagascar, a developing country with an admirable debt service 
ratio of less than 5 percent, also adopted the unofficial policy 
of "let us indebt ourselves joyfully." Even with the signifi- 
cantly increased indebtedness, the debt service ratio has not 
changed appreciably. Economic policymakers are determined to 
keep it manageable and are being encouraged in their efforts by 
international lenders. 


The policy of "all out investment" showed the following positive 
results in 1979: 


a. There has been a significant increase in total invest- 
ment, with public investment tripling to an estimated amount of 
115.0 billion FMG ~approximately $540.6 million (estimates cal- 
culated by the Malagasy Government). 


b. The GDP at current prices increased by 23 percent (10.3 
percent at constant prices), especially because of increase in 
investment and because of better agricultural production as com- 
pared with that of 1978. 


c. The increased investment has resulted in creation of new 
jobs. Approximately 20 percent of the new jobs have been re- 
cruited from the registered unemployed, with the remainder direct- 
ly hired through the village councils where the new investments 
are located. 


d. The Government significantly increased capital expendi- 


tures in the 1980 budget, 40.1 percent over 1979 as against an 
increase of 18 percent in operating expenditures. 


€. Foreign borrowing and foreign assistance for capital 


expenditures increased, by 157 percent for 1979 over 1978, and 
will stay at the same amount for 1980. 


£f. In 1979, the external public debt was increased by 70.8 
percent over 1978, and it is expected to be increased by more 
than 50 percent over 1979 during 1980. 
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g. The money supply (quasi-money) also was increased by 
23.2 percent, greater than the increase registered for GDP, and 
this also was the result of the investments made during 1979, as 
well as by creation of money by the Central Bank. 


h. Because of better management, and in spite of technical 
problems encountered in 1978 and 1979 in several industrial plants 
(i.e., shortage of raw materials and machinery spare parts), the 
1979 industrial production index increased by 5 percent over 1978. 
This increased industrial production, along with the increased 
agricultural production and the investments made in 1979, resulted 
in a significant GDP increase, which exceeded by 8 percent the 
objectives set in the plan. 


Foreign Accounts 


On the other hand, the investments made in 1979 have resulted in 
severe deficits in terms of balance of payments and trade. Im- 
ports in 1979 amounted to approximately 651.1 million, an increase 
of almost 40 percent over 1978 (Commerce Ministry figure). Cus- 
toms estimates that 1979 total imports amounted to some 741.4 
million, or an increase of almost 50 percent over 1978. These 
imports included not only the equipment, machinery, and supplies 
for the new investment policy but also the Boeing 747 aircraft 
purchased from the United States, trucks from Spain, ships from 
Japan, and a large quantity of rice and vegetable oils and petro- 
leum products. 


Reflecting the exorbitant rise in petroleum prices in 1979, Mada- 
gascar's imports of petroleum were the largest single item in the 
import bill -- some 25 percent by value or $162.6 million in hard 
currency. While rice production increased some 13 percent in 1979 
over 1978, production objectives set by the plan are still far 
from being attained. This forced the Government:to purchase about 
153,000 tons of milled rice during 1979 at a cost of approximately 
$56.3 million in foreign exchange. In spite of the foreseen 8-10 
percent increase in 1980 rice production, Madagascar will still 
probably have to purchase at least 100,000 tons of milled rice 
this year. Vegetable oil also must be imported in large quanti- 
ties because of insufficient domestic production, and still short- 
ages occur. Imports of edible oils were valued at some $9.5 mil- 
lion in 1979. Thus the import total for these three items alone 
amounted to some $228.4 million or almost 35 percent by value of 
Malagasy imports. 


During the same period, Madagascar's export earnings fell. Ex- 
ports for 1979 are valued at an estimated $394.9 million, a de- 
crease of 3.7 percent* from 1978. The main reason for this de- 


apie irecetatiititatrinlinaaec ti atic il 
* Based on Malagasy franc (FMG) values. 
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crease in export earnings was due to the decreased quantity of 
vanilla exported in 1979. Vanilla exports, one of Madagascar's 
most important earners, were only 436 tons valued at $14.6 mil- 
lion, versus 1,459 tons valued at $41.2 million in 1978. Export 
value was thus only some 53-60 percent of imports for 1979, re- 
sulting in a severely negative balance-of-payments situation. 


This situation is quite a change from the previous year. Madagas- 
car had its best year from the balance-of-payments point of view 
in 1978. Early in 1978, Madagascar's foreign exchange holdings 
were at an all-time high (approximately $104 million), but a great 
deal of this foreign exchange was used in late 1978 to import 
large quantities of rice, and reserves returned to traditional 
levels. The situation changed dramatically during 1979, with 
foreign exchange reserves reaching zero, and then moving into a 
"negative" position during the later part of the year. Operating 
with about 3 months of export earnings in reserve, Madagascar has 
to resort to stopgap measures to meet its foreign trade obliga- 
tions because of excessive imports and poor export performance. 
Creditors apparently view this situation as only a temporary one, 
and retain their faith in Madagascar's potential to once again 
return to a situation of relative balance in accounts and ade- 
quate foreign exchange reserves. 


oe 


Investments 


The Government's central budget for 1980 represents an increase 
of $210.9 million over 1979, to $1 billion. The main increase 

is in capital expenditures for economic development. Total capi- 
tal expenditures using both local resources ($288.5 million* 
versus $172.5 million* in 1979 and foreign assistance ($90.4 
milliom versus $94.5 millior*® in 1979) will amount to $378.9 mil- 
lion, 41.9 percent over the capital expenditures for 1979. It 
appears that the Government will resort to $320.5 million in 
deficit financing in 1980. 


A major public sector project in 1979 has been the expansion of 
Madagascar's Regional University system (CUR). Major population 
centers throughout the island are each now the site of a branch 
of the University of Madagascar, and construction of these sites, 
with Italian technical and financial assistance, has been a pet 
project of President Ratsiraka, and thus of the highest priority 
last year. Cost of the project is estimated to run to $143.9 
million, with many of the inputs, such as prefabricated housing 
and buildings, being imported. Some foreign exchange has been 
reserved for this project to the exclusion of other sectors, but 
this has not been the only cost. Scarce commodities have been 
diverted to the CUR, and transportation, both rail and truck, has 
been requisitioned by the Government to serve CUR needs. 


* Rates of exchange: 1979: $1.00 212.72 FMG 
1980: $1.00 210 FMG 
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Another major and high-priority project is the Andekaleka hydro- 
electric power plant in the eastern part of Madagascar. The pro- 
ject is being financed by a consortium of international organiza- 
tion and individual country lenders, to the tune of some $143 
*million. Swedish and Canadian companies are providing technical 
assistance and expertise. Besides eventually providing elec- 
tricity for the Antananarivo grid, Andekaleka will power ferro- 
chrome and other natural resource exploitation projects. 


After President Ratsiraka's exhortation for "all out investment" 
and a return to relative stability in the economic situation, 
investors have been showing more confidence in Madagascar and 
have been cautiously investing again. 


This new investment confidence is expected to continue during 
1980 and the following years and should assure the GDP levels 
projected by government economic plans. Since 1978, other major 
new industrial investments are as follows: 


a. The $65.6 million ZE-ReN fertilizer plant in Tamatave in 
which the American firm N-ReN holds 25 percent of the $18.3 mil- 
lion capital. 


b. The new (under construction) textile plant in Tulear 
called SUMATEX (Sud Madagascar Textile), in which the Manufac- 
turers Hanover Trust Company has participated. The capitaliza- 
tion of SUMATEX is $8 million. 


c. The $17.3 million cement plant in Antsirabe (also under 
construction) financed by a consortium of international banks led 
by the Chase Manhattan Bank. 


Other projects underway or planned include: the wheat flour mill 
at Antsirabe financed by the French; the expansion of the exist- 
ing brewery at Antsirabe; the exploitation of the Soalala iron 
deposit with Italian and UN assistance; the palm oil refinery 
plant in Tamatave financed by Italy; the soya processing plant in 
Antsirabe, which is being financed by Spain; the baking-powder 
plant in Ambilobe, financed by Austria; the exploitation of nickel 
deposit in Moramanga, financed by North Koreans; and several other 
medium and smaller-sized plants. 


In addition to the above-mentioned new investment, several inter- 
national financial organizations, private banks, the World Bank, 
the African Development Bank, the Arab Bank for Africa Development, 
and other Arab banks are also showing confidence in Madagascar's 
national economy by granting more and more loans to Madagascar. 


The latest and most important of these loans is the $12.5 million 
International Development Association credit for Madagascar's 
Petroleum Exploration Promotion project, granted in May 1980. 
Madagascar's energy resources are large and diverse but essen- 
tially developed. No hydrocarbons are exploited at present, 
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although past exploration encountered oil and gas reserves in 
various parts of the island. The project will review past work, 
do additional exploration and studies, and hopefully attract pri- 
vate capital to undertake oil exploitation in Madagascar. If the 
search for oil is successful, the project would contribute to 
meeting at least a part of Madagascar's petroleum needs from do- 
mestic sources, and in the long term, perhaps provide export 
possibilities. In these regards, the economy of Madagascar would 
be greatly served. 


Prices 


One result of Madagascar's slow economic growth has been a modest 
rate of inflation in past years, estimated at 7-8 percent. This 
figure, however, understates inflationary pressures that have 
existed under. the surface because consumer prices are rigidly 
controlled and the Government subsidizes the retail price of rice, 
whether domestically produced or imported. (Currently the sub- 
sidized price is half of what imported rice costs the Government.) 
The high cost of the rice subsidy and rice imports is leading the 
Government to reconsider the subsidy policy. President Ratsiraka 
himself is now bringing the issue to the people -- taking sound- 
ings among them as to what they believe the new price of rice 
ought to be. (It should be noted that rice on the black market 
is already being traded at considerably higher prices than those 
officially set.) Prices for other foodstuffs have already in- 
creased. For example, on May 17, 1980, the retail price of beef 
in the capital was increased by 54 percent in one jump. 


The event which has really knocked inflationary control off the 
track is the rise of oil prices in 1979. Reflecting international 
price rises, the Government in August 1979 raised the domestic 
prices of refined petroleum by some 74 percent, and this caused 
the traditional 7-8 percent inflation rate to jump to a current 
estimated rate of 15-16 percent per annum. A high volume of 
investments, increases in consumer goods prices, creation of money 
by the Central Bank, and continuing rises in oil prices ought to 
guarantee that this higher rate of inflation will continue in 
Madagascar for the foreseeable future. To keep pace with rising 
costs, wages are being increased as well. Effective August 1979, 
civil servants were given salary increases averaging 15 percent, 
with lower-salaried persons being given the largest increases. 
President Ratsirak has just announced that private sector employ- 
ees will get raises as well, in a range of some 10-20 percent 
(effective date unknown). 


IMPLICATIONS FOR THE UNITED STATES 


Trade 


In 1979, trade between the United States and Madagascar appeared 
to be almost in balance, but this was because of the Malagasy 
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Government's purchase of a Boeing 747 for $52.6 million. Other- 
wise, the balance would continue to be lopsided in favor of Mada- 
gascar, as has been the case for the past several years. This 
purchase of a Boeing accentuates the fact that U.S. sales to Mada- 
gascar are confined largely to specialized equipment and machinery 
not available elsewhere. In fact, Madagascar does purchase equip- 
ment manufactured by subsidiaries of U.S. firms in Europe and 
Asia. 


In 1979, U.S. imports from Madagascar amounted to $69.1 million 

(a decrease of 35.0 percent from 1978), of which $45.8 million 
was for coffee (versus $76.7 million in 1978) and $16.4 million 
for spices, especially cloves and vanilla (versus $20.2 million 

in 1978). U.S. imports of Malagasy coffee were down 31.9 percent 
in volume, from 41,910 tons in 1978 to 28,523 tons in 1979 because 
of the expiration of long-term contractual arrangements, and be- 
cause Madagascar has now deliberately decided to export its cof- 
fee to a wider range of countries under its "omnidirectional" for- 
eign policy. Now, for example, a greater portion of Malagasy cof- 
fee exports are going to the Soviet Union and other socialist bloc 
countries under new trade arrangements. U.S. exports to Madagas- 
car amounted to $69 million, of which $52.6 million was for air- 
craft and parts. Exports also included $3.3 million for animal 
and vegetable oils, $1.7 million for other machinery and transport 
equipment, and $1.3 million for rice and cereals. 


The Government directly controls all imports through the issuance 
of import licenses. Effective October 15, 1979, at the time when 
Madagascar started to encounter difficulties in making payments in 
foreign exchange because of the negative balance of payments situ- 
ation described above, the Central Bank of Madagascar began re- 
quiring its prior authorization for payment before making final 
any import order. This is the case even though import licenses 
have already been approved by the Ministry of Economy and Com- 
merce. This latest move by the Central Bank is both necessitated 
by current problems, and another step in the Bank's consolidation 
of power over the Malagasy economy and foreign trade. Importers 
report, that licenses and prior authorization for payment by the 
Central Bank are generally granted for necessary equipment and 
supplies, especially goods earmarked for development projects. 
Under overall Malagasy policy, imports of most consumer goods are 
prohibited or severely restricted. 


Madagascar's import quotas allowed for imports of approximately 
$402.6 million during 1979, not including the purchase of "first 
necessity commodities" such as rice and vegetable oils. Although 
the import quotas for 1980 have not yet been published, it is un- 
derstood that they will amount to almost the same value levels as 
for 1979. Because of world inflation, however, volume levels 
will, by definition, be less than last year. The imports of 
"first necessity commodities" enter Madagascar under special ar- 
rangements, including government-to-government purchases. Ma- 
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chinery, transport equipment (excluding aircraft), and acces- 
sories and spare parts account for $190.8 million; raw materials 
for $153.4 million, including $72.7 million for petroleum and 
petroleum products; $56 million is left for all other products. 


Imports in 1979, estimated at $651.1* million, far exceeded the 
import quota value because of the important lots of equipment and 
machinery imported for high-priority development projects, already 
described above. 


American export possibilities to Madagascar are limited for the 
following reasons: 


(1) Traditional economic and commercial ties with 
Europe, especially France, which endure in spite 
of the nationalization of several French and 
European owned firms. 


Inability or unwillingness of most U.S. firms to 
do business in the French language with potential 
Madagascar importers. 


The great distance involved, aggravated by the 
lack of direct shipping services from the United 
States. Except when a special charter or voyage 
is arranged for a particularly large delivery,sall 
U.S. exports to Madagascar must be transshipped at 
least once, usually in South Africa, and often a 
second time in Madagascar itself. 


(4) Availability of foreign exchange. 


(5) Lack of Eximbank financing. 


The great advantage held by French and other European firms that 
can promote their products in the French language cannot be over 
emphasized. An increased effort by U.S. exporters to use the 
French language in their dealings with Madagascar would overcome 
some of the handicaps of traditions, distance, and shipping. 


U.S. banks have been increasing both short- and long-term credits 
to Madagascar for such projects as the fertilizer plant, sugar 
mill, the Boeing 747 purhcase, the cement plant, and the textile 
plant (cited above). Other loans are under consideration for the 
purchase of road building equipment and small aircraft. Repayment 
of these loans is usually guaranteed by the Government directly, 
or by one of the government-owned banks. 


*Note Footnote on "Estimates" in Key Economic Indicators section 
showing IMF valuation at $663.49 million for 1979. 
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As noted above, international lending organizations are involved 
in several existing and planned development projects throughout 
the country. Interested U.S. consulting and construction firms, 
and suppliers of capital, may obtain up-to-date information on 
them from the U.S. Department of Commerce, which receives regu- 
lar reports on these projects from the U.S. Embassy in Madagascar. 


In June 1976, the principal U.S. private investments in Madagascar 
were nationalized when the petroleum refining and distribution 
industry, including the facilities of two U.S. oil companies, Esso 
and Caltex, was taken over by the Government. No compensation has 
yet been negotiated for this takeover. Parsons and Whitmore of 
New York retains 50 percent interest in the $16 million paper 
plant of the company PAPMAD, the other half is owned by the Na- 
tional Bank of Industry. As mentioned above, the U.S. firm N-ReN 
holds a 25 percent interest in the ZE-ReN fertilizer plant in 
Tamatave. 


After a long period of uncertainty during which foreigners re- 
frained from investing in Madagascar due to the recent history of 
nationalization, the provisions of the Charter of Socialist Enter- 
prises, and the requirement for at least 51 percent government 
ownership, the situation has now stabilized somewhat, and foreign 
investors are beginning to return. Investment possibilities might 
exist for U.S. firms able to offer specialized technical, commer- 
cial, or marketing expertise not otherwise available to Madagascar, 
providing the investing firm is willing to accept minority status 
in partnership with the Government. The oil exploration possibil- 
ities are another choice. Finally, food processing could be an- 
other field in which American know-how might be welcome. This was 
shown by the number of trade leads developed during the U.S. Food 
Processing and Packaging Equipment Catalog Exhibition which was 
held in Antananarivo in July 1979. Interested investors may wish 
to contact the U.S. Department of Commerce for further details. 
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